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Abstract 
Corporate social responsibility performance and corporate financial performance has been extensively examined 
without any consensus about the relationship. While some reported positive, others reported negative, neutral 
and even inconclusive findings on the relationship. These reasons make the topic an avenue for debates over a 
long period. This development call for the introduction of moderating variables to account for when and under 
what conditions is the relationship positive, negative or neutral/inconclusive. This study proposes to provide a 
framework that examines the association between CSR and CFP, promoting a potential moderator, CSR 
disclosure. Based on the literature reviewed, this paper proposes three variables which can be used to implement 
the framework within firm level. The variables are corporate social responsibility performance, corporate 
financial performance and corporate social disclosure. 
Keywords: corporate social responsibility, corporate social disclosure, corporate financial performance, quality, 
quantity 
 
1. Introduction 
Numerous studies have been conducted to measure the association between corporate social responsibility 
performance (CSRP) and corporate financial performance (CFP) with the aim of providing explanation about, or 
understanding of the relationship. Carroll, (1979, 1999), define CSR to mean conducting business in a way that 
is economically profitable, law abiding, ethical and socially supportive. The studies on the relationship between 
CSRP and CFP produce mixed findings with positive, neutral, inconclusive and negative results (Beurden & 
Gössling, 2008; Boaventura, Silva, & Bandeira-de-Mello, 2012; Margolis & Walsh, 2003; Orlitzky, Schmidt, & 
Rynes, 2003). Even though the relationship is producing mixed result, the majority of the studies reported a 
positive relationship i.e. the meta analysis of Margolis and Walsh (2003) reported from analysis of one hundred 
and nine studies (109) that 54 reported a positive, seven reported a negative (7/109), twenty eight reported a non-
significant (28/109), and finally twenty reported combined result (20/109). In search for the possible reason for 
mixed findings, Rowley and Berman (2000) argued that the relationship between CSRP and CFP exist but not 
under all conditions and he further his arguments by suggesting the existence of many potential factors 
mediating or moderating the relationship. They suggest a contingency framework for addressing the relationship. 
Many researchers emphasized the role of stakeholder relationship in the association between CSRP and CFP, for 
example Munasinghe and Kumara (2013) explained that CSR offers companies a means by which they can 
manage and influence the attitude and perceptions of their stakeholders, building their trust and enabling the 
benefits of positive relationships to deliver business advantages. Barnett (2007) argues that CSRP leads to 
trustworthiness, which strengthens the relationship with important stakeholder, thereby reducing the transaction 
cost and leads to financial gain. Rowley and Berman (2000) posited that stakeholders’ action to sanction, reward 
or punish a firm and the way the firm responded to the action affects the firm’s revenue/cost which determines 
the relationship between CSRP and CFP. The importance of stakeholders in the relationship between CSRP and 
CFP is paramount but another important factor that shape the relationship most is the medium through which 
CSR activities are communicated to stakeholders. Corporate social disclosure (CSD) is the process of 
communicating the social and environmental effects of organization’s economic action to particular interest 
groups within society and to society at large (Gray, 1996). According to Ali and Rizwan (2013) corporate social 
and environmental disclosure (CSED) means dissemination of information about a firms human resource related 
practices, community involvement activities and project, quality and safety of products and services and 
environmental contribution. Some of the reasons why firms involved in CSD are to build and maintain reputation 
(Adams, 2002; Navickait & Ruževi, 2007), to improve market share (Solomon & Lewis, 2002), reducing 
company cost of capital (Dhaliwal, Li, Tsang, & Yang, 2011), gaining competitive advantage (Cheah, Chan, & 
Chieng, 2007), enjoy tax benefits (Ahmad, 2006), gain employees commitment (Rettab, Brik, & Mellahi, 2009), 
and reduce cost and company risk (Sangle, 2010). Organization’s communication with external parties 
(stakeholders) about its level of CSR may help build a positive image with customers, investors, bankers and 
suppliers (Fombrun & Shanley, 1990). They further argue that firms high in CSR may use CSD as part of 
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information signal upon which stakeholders base their assessment of corporate reputation under conditions of 
incomplete information (Fombrun & Shanley, 1990). Based on the above discussions, the authors argue that 
quantity of CSR disclosure and its quality can lead to variations in CFP. Therefore this paper aimed at proposing 
a framework on the moderating effect of CSD quantity and quality on the relationship between CSRP and CFP. 
The remainder of the paper was organized as follows; next section presents the review of related literature and 
proposition development, followed by proposed framework of the study and finally the conclusion. 
 
2. Literature review and proposition development 
2.1 Corporate financial performance 
Performance can be defined as achievement of organizational objectives (Bourguignon, 1995). It was also 
defined by Lorino, (1995) as anything which contribute to ameliorate value-cost couple and not only which 
contributes to cost decrease or value increase. According to Orlitzky, Schmidt and Rynes (2003), corporate 
financial performance has been basically measured in three forms: market, accounting and survey measurements. 
He further explained that the first represents the appreciation of the shareholders; the second shows the internal 
efficiency of the management and the last provides a subjective estimation of its performance. Boaventura, Silva 
and Bandeira-de-Mello (2012), in their meta analytical review on CSRP-CFP relationship reported that return on 
asset (ROA), is the financial performance measure most widely used, followed by return on equity (ROE), sales 
growth, return on sales (ROS), contribution margin, Tobins Q, market share, risk of the firm, ROCE, operational 
profit, cash flow and finally earning per share (EPS). 
2.2 Corporate social responsibility 
Corporate social responsibility was defined by Bowen, (1953) as a method employed by corporations to pursue 
policies, decisions and actions for the social purpose and value. Another important definition was that of Carroll 
(1979), who defines CSR as conducting business in a way that is economically profitable, law abiding, ethical 
and socially supportive. Frooman, (1997), defined CSRP as an action by a firm, on which the firm chooses to 
take, and substantially affects an identifiable social stakeholder’s welfare. Empirical evidence outline some of 
the benefits accruable from CSR activities, some of which includes higher purchase intention from customers 
(Mohr & Webb, 2005), willingness to pay higher prices (Kang, Stein, Heo, & Lee, 2012) and product 
recognition (Parket & Eilbirt, 1975). 
2.3 Corporate social responsibility performance and corporate financial performance 
The relationship between CSRP and CFP has been investigated for more than three decades in the developed 
countries such as US and UK with no consensus (Bayoud et al. 2012). Studies on the relationship found positive, 
negative and neutral relationship between CSRP and CFP (Margolish & Walsh 2003). This makes it to be 
controversial relationship and an open area for further studies (Wijesinghe & Senaratne 2011). Friedman (1970) 
criticize the act of corporate social responsibility arguing that the one and only responsibility of business is to 
generate profit for its shareholders provided they act within the rules of the game. According to him CSR can 
only put the firm in a competitive disadvantage (Friedman, 1970). However Freeman (1984), argued that CSR 
leads to improvement in CFP therefore putting the firm in competitive advantage. CSR improves market 
opportunities and pricing premiums (Fombrun, Gardberg, & Barnett, 2000), it leads to reduction in transaction 
cost due to improved stakeholder relationship (Jones, 1995). Ultimately, this situation will result in higher net 
financial performance. The meta-analytical study of Orlitzky et al. (2003) and Margolis and Walsh (2003) for 
example reported positive relationship between CSR and CFP. Also the study of Boaventura et al. (2012), 
reported in their meta-analysis that majority of the articles reviewed, i.e. thirty eight reported positive, eleven 
reported negative and eighteen articles reported either neutral or inexistent relationship between CSR and CFP. 
Therefore this development leads to the conclusion that even though the relationship produces mixed findings, it 
is predominantly positive. Based on the above arguments the present study expects the relationship between CSR 
and CFP to be positive. Hence the following proposition was passed on: 
P1    There is a positive relationship between CSRP and CFP 
2.4 Corporate social disclosure and corporate financial performance 
There is evidence of a positive relationship between CSR disclosure and CFP. Most of the studies indicated that 
management aimed at creating and maintaining good relationship with stakeholder groups through CSR 
disclosure (Wibowo, 2012). Some studies highlighted the benefits obtainable from disclosing CSR information 
to the stakeholders to include, being an instrument for stakeholders to evaluate corporate social responsibility 
activities of the firm and a tool for increasing transparency and credibility of a firm to society (Cheung & Mak, 
2010). CSR disclosure has the potentials of building or repairing corporate reputation of low CSR group and the 
potential of protecting favorable CSR brand of high CSR group if utilized strategically (Dawkins & Fraas, 2008). 
According to Balabanis, Phillips, and Lyall, (1998), satisfying stakeholders’ explicit and implicit information 
demands, maintaining their support, while at the same time avoiding threats, would likely improve firms 
financial performance. CSR intended to improve stakeholder-related performance using effective measure 
through CSR disclosure, enables companies to manage external relationship, attracting stakeholders who prefers 
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to deal with socially responsible business and have the power to reward it (Waddock & Bodwell, 2004). 
Empirically, the study of Wijesinghe and Senaratne (2011) test the relationship between CSR disclosure and 
CFP. They reported a positive and significant relationship between CSR disclosure and both return on assets 
(ROA) and return on equity (ROE). The study of Yusoff, Mohamad and Darus (2013) also examine the 
relationship between CSR disclosure and CFP in Malaysia context. They found a significant positive relationship 
between CFP and CSR disclosure depth, breadth and concentration. According to Saleh, Zulkifli and Muhamad 
(2008), CSR disclosure has a contemporaneous impact on financial performance. They further explained that it 
was evident in the increase and decrease in CFP due to increase or decrease in CSR disclosure. Bayoud, 
Kavanagh and Slaughter (2012) study the relationship between CSR disclosure and organizational performance 
in Libya. They found a positive relationship between the levels of CSR disclosure and organizational 
performance in terms of financial performance and reputation. The above arguments proved a positive 
relationship between CSD and CFP. Therefore the present study expects the relationship between CSRP and 
CFP to be stronger when CSD is high. Thus the following proposition was advanced. 
P2    The positive relationship between CSRP and CFP will be stronger when CSD is high 
 
3. Proposed framework 
The review of literature suggests a positive relationship between both CSR performance and disclosure on 
corporate financial performance (Boaventura et al. 2012; Margolish & Walsh 2003; Gossling & Bueding 2008; 
Orlitzky et al. 2003) for CSR and CFP relationship, and (Wijesinghe & Senaratne 2011; Yusoff et al. 2013; 
Saleh et al. 2008; Bayoud et al. 2012) for CSR disclosure and CFP relationship. The present study argued that 
corporations must communicate to the stakeholders their CSR activities for the stakeholders to reward the 
corporation. Therefore the firm that communicated to its stakeholders will be rewarded more than the firm that 
did not. In essence, this proves the moderating ability of CSR disclosure on the relationship between CSR and 
CFP. Therefore the proposed framework consists of three variables: CSR, CSD and CFP. 
 
Figure 1. Research conceptual framework 
 
4. Conclusions 
The present study, which is based on an on-going project, sheds more light on the importance of CSR disclosure 
and its function in moderating the relationship between CSR and CFP. Without CSR disclosure, CSR activities 
and investment would have gone unnoticed by the stakeholders. Any CSR activity that was unnoticed by 
stakeholders was termed as agency loss. Therefore, this study provides a conceptual framework that proposes the 
moderating effect of CSR disclosure on the CSR-CFP relationship. Finally, if the proposed framework is 
validated, the findings will provide a significant contribution to the literature, managers and practitioners in 
making a better decision. 
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